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Petroleum Financc Company (rFc). an indu5try
consultancy.onc big r a w n  is the relentless pressure 
from shareholders for financial m u m s .  Mcrgcr syn­
ergies and unit cfficiriicy gains are all very wcll. he 
cays, but thcrearelimvts to h0.w much n\ari;g:.3Lan 
squcac out of a rnergrd fim. 

With demand for natural gas forecast to grow 
much fastcr than that for oil over the next couple of 
decades. oil bosrcs are eagerly looking for ways to 
incrwse their exposure to gas-related businesses. 
Upsircam, firms chat once used to flare &gas as  a 
usckn by-product of oIl exploration are now look­
ing For ways to get i t  t o  market One  mason why BP 
gobbled up Ammo wa5 to cxpand IIC small asset 
base in gas into a serious forcc. In power gcncration 
and marketing.Shel1 has a largc prcscnce through its 
joint ownership (with Bcchtcl. an  Amcncan con^ 
struction cornpany)of Inicrgeii.(lhevron holds a big 
stakcin 0ynegy.Beforc itstakeover bychevron wac 
announced last year. Tcxaco had contcrnplatcd ;I 
merger with Duke 

Mr West’s firm has looked closely at the world’s 
top energy firms, whether in Oil, gas or power. by 
market capitalisation, and  has found that the mar­
kets are already rewarding thosc firms cnibracinp 
convergcncc. 

Al l  things to all men 
Some oil majors have even dabbled in retail provi­
sionof electncity.One of them tsShell. Its b o s s .  Mark 
Moody-Stuart, thinks the fUNrC will see thwe sorts 
ofcneqy mrnpanies: asset managers suchas Exxon. 
energy tradcn such as  Enrnn. and a hybnd third 
sort firms with big assets and market savvy that are 
not wedded tocithcr approach bui will concentrate 
on serving the customer in the most cfTcctivc way. 
As it happcns. Mi M d y - S N a r t  thinks that Shell is 
well placed to take the third counc. which will pre­
pare it  for any longer-term shifts in the industry: 
”We want to meet our customen’ nccds for enetgy, 
even if thai means leaving hydrocarbons behind.” 

f ic  third force shaping the energy business is 
probably the scariest, as ihe bosxs of California’s 
ailing utilities will tell you: risk In futurc, f irms will 
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live or die b a d  on how well thcy manage the VO­

latility inhcrrnt in deregulated markets-including
the risk involved in making the transition to such 
rnarkcts. Enron‘s Mr Skillingputs i t  this way:“ft’sab­
wluiely clear that volatility in rhe energy buwness is 
growing kcause  of deregulation It is irresponsible 
to shareholden not to hedge i h o x  risks.” 

Some big cncrgy firms already have cxpeneiicc 
in energy trading. but many o t h c a  may bc over­
whelmed. To such folk.Chuck Watson. head of Dy­
negy, genaously offers his services: “It is cxtrernely 
difficult to manage the r i s k  inhercnt in deregula­
tion: you necd both the eXpcRiK and the size. Rr 
cause I’m trading IOt o  20 billion cubic feci of gas J 
day all over North America, I can manage any >up­
ply/dcmand dislocations much better than any sin 
gIc customer.” Indeed. even big energy f i r m s  are 
incrcasingly Icokiiig to the professionals: Electncitc 
de  France now relies on Louis Drcyfus. il French 
trading company, to help manage risk as  Europe’s 
wholesale gas and power markcis slowly open to 
cross-bordcr compctition. 

Rut even thc most sophisticated cncrgy firms 
may not b e  prepared For the biggest risk they face 
From the rise OF market forces: the emergence of a 
truly disruptive innovation that changes all the 
rules of the game As the experience of the past two 
decade, in teleconis and computing has shown, the 
most powcrful effect of deregulating an industry 
can be to open thc door to venture capital. ninible 
entreprcneunhip and technological innovation thJt 
allow the previously unimaginabk to happsm Evcn 
well-run firnis thai dominate their industry may be 
knocked sideways by disruptive technologies such 
as personal computers and cdlular telephony. as 
I B M  and ATAT discovered to their cost. 

Could tliat happen in energy too? Thc k t t c r  
question to ask would be not whether. but when 
and how. Some crazy-haired visionary may cven 
now be a t  work on a wondrously efficient. corn­
pletely clean power plmt on whccls that will heat 
and light your horn: as well as serving as a sporty 
rar.The industry has alreadysecn some astonishine 
innovarions. w h y  should there not be many more? . 

Notes from a banana republic 

OR the better pan of il ccntuty,governnirnts theFworld over have been running the power husi­

nrss as a command-andxontrol monopoly. Evcn in 
Free-rnarket America. most people have been get­
tiiig their power from stodgy local utilities unen­
cumbered by competition.-lhis method has i t s  mer­
its: mosi of the rich world i s  now wired u p  But i t  
conspicuously failed in the developing countries. 
where over z billion peuple still h a w  rm access to 
clectricity. And now, as concern about the reliabil-I ity and cleanliness of grid power grow, its limita­
tions are  becoming more apparent in thc industrial 

! world,too. 
i That cxplains why govcrnmcnts are,at long last,
! beginning io extricate themselves From the e n m  
I uusmcss. A W U ~  nair or Ivncnca s scales nave IID­

cralised their powcr vciors, and there is now a w­
1 b n n t  trade in wholesale gas and electricity. The 
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European Union, too, is deregulating its w h o k a l e  
gas and  electricity markets, and even iri the dc­
veloping world deregulation and privatisation are 
gaining mornenrum. AS market forces takc hold. 
they promise a blossoming of cornpctition. invest­
ment and innovation. 

Nowhercis that promise greater than in Califor­
nia. It is a huge and wealthy market with a lone his­
tory of progressive politics that is responsive to thc 
demandsof its people. That cxplains why California 
Icd the United Srates in liberalising its power mar­
kcts in 1996. Yet far from enjoying the promised 
benefits of lower prices, increased reliability and 
cleaner energy, the state finds itself in a mea over 
ekctriciry. Its two lagest utilities h a w  racked u p  
debts of well over $io billion in recent months and 
a=, in effect, bankrupt. Customm have been asked 
(0p y  more at the same time as having to endure 
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